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Testing  Time  for  Britain 

BY  WILLIAM  W.  WADE 


THE  British  Labor  party,  which  came  to  power  in 
1945  on  a  strong  wave  of  popular  support,  had  all 
the  benefits  of  a  firm  parliamentary  basis  for  gov¬ 
ernment  as  it  faced  the  difficult  economic  tests  of 
the  post-war  period.  After  the  election  of  Febru¬ 
ary  23,  however,  it  appears  to  be  entering  what 
British  historian  Arnold  Toynbee  calls  a  “time  of 
troubles”  in  politics  as  well  as  economics.  It  may 
be  true  that  any  other  post-war  British  govern¬ 
ment  would  have  suffered  diminished  public  sup¬ 
port  in  equal  or  greater  measure;  but  the  fact  re¬ 
mains  that  the  once-confident  Laborites  are  now 
faced  with  the  necessity  of  once  more  arguing  their 
case  before  the  electorate. 

How  soon  Labor  will  “go  to  the  country”  m 
another  election  is  uncertain.  It  seems  clear,  how¬ 
ever,  that  with  the  slender  parliamentary  major¬ 
ity  won  in  the  February  23  election,  the  govern¬ 
ment  will  be  forced  to  choose  one  of  two  alterna¬ 
tives:  either  carry  on  a  noncontroversial  policy  for 
as  long  as  possible,  or  dissolve  Parliament  at  a 
relatively  early  date  on  an  issue  it  considers  favor¬ 
able  to  its  cause.  Even  if  Labor  strives  to  remain  in 
office  as  long  as  possible,  it  will  need  extremely 
favorable  economic  circumstances  to  elude  Con¬ 
servative  efforts  to  turn  it  out.  And  in  recent 
years  Britain  has  not  been  blessed  with  favorable 
economic  circumstances. 

BRITAIN’S  ECONOMIC  TASK 

When  the  British  Labor  party  came  to  office 
rather  unexpectedly  in  1945  it  was  equipped  with 
policies  drafted  to  meet  the  depression  conditions 
of  unemployment  and  overproduction.  The  gov¬ 
ernment  formed  by  Prime  Minister  Clement 
.Attlee  was  immediately  confronted  with  the  re¬ 
verse  situation — underproduction  and  what  has 
come  to  be  called  “overfull  employment.”  With 
roughly  one-quarter  of  its  national  wealth  dissi¬ 
pated  by  the  war,  Britain  had  an  overabundance 
of  jobs  and  too  few  hands  to  do  them.  During  the 
six  years  of  the  conflict  the  British  people  and 
their  war  effort  had  been  sustained  by  three  ex¬ 
traordinary  means  acceptable  only  while  wartime 


imperatives  replaced  peacetime  economic  consid¬ 
erations — intense  disinvestment  at  home  and 
abroad,  the  contracting  of  large  overseas  debts  in 
the  form  of  sterling  balances,  and  grants  from 
the  United  States  in  the  form  of  lend-lease. 

By  the  time  hostilities  ceased  the  first  two  of 
these  sources  of  subsidy  had  reached  the  point  of 
exhaustion,  and  the  third  depended  upon  Ameri¬ 
can  decisions  for  which  there  were  no  precedents. 
However,  after  President  Truman’s  initial  and,  in 
British  opinion,  abrupt  termination  of  lend-lease, 
the  United  States  accepted  the  responsibility  of 
extending  further  aid,  first  through  the  $3.75- 
billion  loan  negotiated  in  Washington  in  1945  and 
later  through  the  European  Recovery  Program 
launched  in  1947.  From  the  outset  this  American 
aid  was  given  and  received  with  the  understand¬ 
ing  that  it  was  to  buy  time  for  the  British  to  make 
the  transition  to  peacetime  production  and  contrib¬ 
ute  to  the  re-establishment  of  freer  world  trade. 

When  the  Washington  loan  was  negotiated, 
British  exports,  deliberately  neglected  as  a  part  of 
strategic  policy  during  the  war,  were  running  at 
the  rate  of  45  per  cent  by  volume  of  the  1938 
level.  It  was  then  estimated  that  exports  would 
have  to  be  raised  not  only  to  the  1938  level  but  to 
75  per  cent  above  it  to  achieve  economic  solvency. 
Among  the  factors  which  made  this ‘goal  so  high 
were  the  need  to  restore  reserves  and  working 
capital,  an  allowance  for  reduced  earnings  from 
“invisible  exports”  (such  as  overseas  investments, 
shipping  and  insurance)  and  an  allowance  for 
Britain’s  new  indebtedness.*  Among  the  factors 
which  have  made  the  goal  difficult  to  achieve,  one 
of  the  most  important  was  the  relative  loss  of  com¬ 
petitive  efficiency  in  many  British  industries  over 
a  period  of  at  least  thirty  years.^ 

The  alternative  to  the  successful  production,  dis-  j 

1.  Statistical  Material  Presented  during  the  Washington  Nego-  ^ 
tiations  (London,  His  Majesty’s  Stationery  Office,  December 
1945),  Cmd.  6707. 

2.  Keith  Hutchison,  The  Decline  and  Fall  of  British  Capital¬ 
ism  (New  York,  Scribner,  1950);  Paul  A.  Haran  and  Mary  S. 
Painter,  “Britain’s  Economic  Prospects,”  American  Perspective, 
Vol.  Ill,  Nos.  I,  2  and  3  (April,  May  and  June  1949). 
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patch  and  sale  of  exports  at  this  high  level  was 
clearly  recognized  as  a  drastically  reduced  stand¬ 
ard  of  living  for  the  majority  of  the  population, 
possibly  coupled  with  mass  emigration.  Britain, 
to  a  greater  extent  than  the  other  nations  of  West¬ 
ern  Europe,  was,  and  still  is,  a  prisoner  of  its  nine¬ 
teenth-century  past.  Before  the  Industrial  Revolu¬ 
tion  the  British  Isles  sustained  a  population  of  less 
than  10  million;  today  the  figure  is  nearly  50 
million.  British  economic  development  has  created 
a  nation  which  buys  more  than  half  of  its  food 
and  most  of  its  raw  materials  abroad  in  exchange 
for  the  products  of  its  factories.  Thus,  as  the  late 
Lord  Keynes  once  remarked,  in  Britain  it  is  the 
poor  who  consume  the  imports.  Any  threat  to  the 
stream  of  cargoes  unloading  at  British  ports — in 
war  or  peace — is  a  threat  to  the  average  man’s 
dinner  table.  Raw  materials  are  also  a  part  of  this 
pattern.  If  less  of  them  are  imported  for  lack  of 
foreign  exchange,  then  the  output  of  British  fac¬ 
tories  will  be  lowered,  exports  will  fall,  and  there 
will  be  less  overseas  earnings  to  spend  on  food. 
This  is  the  stark  reality  behind  the  recurrent 
British  crisis,  however  obscure  economic  terminol¬ 
ogy  may  at  times  make  it  appear. 

Britain  bas  had  notable  successes  since  1945  in 
raising  its  flow  of  exports  and  thus  coming  closer 
to  economic  solvency.  The  index  for  the  volume 
of  exports  quickly  rose  to  in  (1938=100)  in  the 
fourth  quarter  of  1946.  For  the  year  1947  it  was 
108;  for  1948,  135;  and  for  1949,  150.  In  January 
1950  it  hit  a  peak  of  170,  probably  the  result  of  an 
unusual  spurt  following  devaluation. 

This  record,  however,  was  not  sufficient  to  stem 
a  succession  of  crises  in  Britain’s  external  economic 
relations.  The  first  of  these  occurred  in  July  1947, 
when  under  the  terms  of  the  1945  loan  agreement 
sterling  was  made  convertible  on  current  account. 
Britain’s  creditors  sought  conversion  into  gold  and 
dollars  at  such  a  rate  that  the  arrangement  had 
to  be  suspended  within  six  weeks.  Although  the 
nation  managed  to  bring  its  trade  into  an  over-all 
balance  during  1948,  a  substantial  dollar  deficit 
continued.  During  the  early  part  of  1949  dollar 
earnings  of  the  rest  of  the  sterling  area  also  de¬ 
clined,  precipitating  the  drain  on  reserves  that 
constituted  a  new  crisis — or  the  1947  crisis  in  new 
guise — last  summer.  Marshall  Plan  aid  alleviated 
the  1947  crisis;  devaluation  of  the  pound,  coupled 
with  the  decisions  reached  at  the  Washington  con¬ 
ference  of  British,  Canadian  and  United  States 
cabinet  members  in  September,  was  the  initial 
answer  to  the  second. 

The  sterling  crisis  of  1949  served  to  bring  out 
more  clearly  than  previously  some  of  the  external 


factors  involved  in  Britain’s  balance-of-payments 
problem.  The  communique  issued  at  the  end  of 
the  conference  mentioned  prominently  the  re¬ 
sponsibility  of  creditor  countries  “to  facilitate,  to 
the  greatest  extent  feasible,  an  expansion  of  dollar 
earnings  by  debtor  countries,  including  the  ster¬ 
ling  area,”  and  listed  for  continued  study  the 
sterling  balances,  shipping  and  petroleum^ — a  rec¬ 
ognition  that  important  features  of  Britain’s  plight 
are  beyond  the  government’s  direct  control.  None 
the  less,  a  great  burden  lies  on  Britain’s  internal 
economic  policy,  and  it  is  natural  that  the  Labor 
party’s  stewardship  should  be  the  subject  of  a 
running  inquest  with  each  attempt  to  find  a  way 
out  of  the  maladjustments  in  post-war  world  trade. 

LABOR  PARTY  POLICY 

To  the  task  of  guiding  a  nation  confronted  with 
the  dilemma  of  “export  or  expire,”  the  Labor 
party  in  1945  brought  a  good  deal  of  theoretical 
equipment,  the  relevancy  of  which  has  been  the 
crux  of  continual  controversy  on  both  sides  of  the 
Atlantic.  Committed  since  1918  to  the  advocacy 
of  “the  common  ownership  of  the  means  of  pro¬ 
duction,  distribution  and  exchange,”  the  50-year- 
old  Labor  party  program  embodies  a  number  of 
other  related  ideological  threads.  Minimum  stand¬ 
ards  of  income  and  security,  the  maintenance  of 
full  employment  through  government  planning, 
greater  equality  than  prevailed  in  Victorian  Eng¬ 
land,  a  new  “economic  democracy”  to  supplement 
the  traditional  political  democracy — all  of  these 
have  served  as  mutually  reinforcing  slogans  for 
Labor’s  socialism. 

Although  points  of  emphasis  have  changed  over 
the  years,  party  stalwarts  believe  their  creed  is 
still  applicable  to  Britain’s  position.  Whereas  in 
1918  Sydney  Webb  saw  nationalization  as  the 
means  toward  securing  “for  the  workers  of  hand 
or  by  brain  the  full  fruits  of  their  industry  and  the 
most  equitable  distribution  thereof  that  may  be 
possible,”  today  the  emphasis  is  on  public  owner¬ 
ship  as  a  means  to  full  employment.  According  to 
a  leading  British  scholar,  “more  than  anything 
else,  what  helped  to  put  the  Labor  government 
into  power  was  the  country’s  experience  of  long¬ 
term  and  large-scale  unemployment  in  the  early 
thirties.”'*  Labor  party  theoreticians  have  wedded 
Keynesian  economics  to  their  socialism,  arguing 

3.  September  12,  1949  communique,  “Tripartite  Economic 
C{)nference  Ends,”  Department  of  State  Bulletin,  Vol.  XXI,  No. 
334  (September  26,  1949).  PP-  473'75- 

4.  Lord  Lindsay  of  Birker,  “The  Philosophy  of  the  British 
Labor  Government,”  in  F.  S.  C.  Northrop,  ed.,  Ideological 
Differences  and  World  Order  (New  Haven,  Yale  University 
Press,  1949),  p.  256. 
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that  the  government  can  better  stimulate  the  pro¬ 
duction  of  capital  goods,  and  hence  employment,  in 
periods  of  falling  demand  if  the  state  itself  owns 
and  controls  a  considerable  sector  of  industry. 
An  attack  on  economic  inequalities  through  taxa¬ 
tion  and  widespread  social  services  is  justified  as 
a  means  of  maintaining  consumption  and  there¬ 
fore  a  steady  and  high  level  of  jobs.^ 

The  question  of  how  relevant  this  philosophy  is 
to  the  all-important  balance-of-payments  problem 
is  probably  the  greatest  subject  of  controversy 
among  the  more  thoughtful  critics  of  the  Labor 
regime.  Have  Labor’s  policies  fostered  inflation 
and  thereby  increased  the  difficulty  of  selling 
British  goods  in  competitive  overseas  markets? 
Has  the  high  rate  of  taxation  necessary  to  sustain 
social  welfare  proved  a  disincentive  to  the  pro¬ 
duction  of  export  goods?  Or  are  Britain’s  con¬ 
tinued  balance-f)f-payments  difficulties  primarily 
due  to  external  factors? 

labor’s  record 

Whatever  else  may  be  said  about  the  Attlee  gov¬ 
ernment,  it  is  not  open  to  criticism  on  the  ground 
that  it  has  failed  to  implement  its  basic  theories. 
It  proceeded  rapidly  with  the  nationalization  of  an 
important  section  of  British  industry.^  Perhaps 
more  important,  for  the  short  run  at  least,  it  main¬ 
tained  legislation,  government  controls,  taxation 
and  subsidies  which  have  produced  an  equalitarian 
society  such  as  Britain  has  never  before  known 
and  which  is  unique  in  modern  democracies.  By 
the  same  token  it  engaged  in  government  eco¬ 
nomic  planning  to  a  degree  unprecedented  in 
peacetime.  And  by  accident  or  design,  it  has  en¬ 
joyed  an  extremely  high  level  of  employment,  less 
than  2  per  cent  of  the  insured  (working)  popula¬ 
tion  being  without  jobs  in  the  past  five  years. 

Nationalization,  although  in  principle  a  matter 
of  acute  controversy  in  British  politics,  is  not  re¬ 
garded  by  thoughtful  observers  as  having  had  a 
measurable  effect  on  the  productive  capacity  and 
efficiency  of  the  economy,  at  least  until  the  present. 
It  is  conceded  that  not  enough  time  has  elapsed 
since  the  transfer  of  ownership  of  the  nationalized 
industries  to  make  for  any  significant  changes  in 

5.  Francis  Williams,  Socialist  Britain  (New  York,  Viking 
Press,  1949),  pp.  II 1-44;  Michael  Young,  Labor’s  Plan  for 
Plenty  (London,  Gollancz,  1947),  pp.  14-20. 

6.  The  Bank  of  England,  coal  mining,  transportation,  civil 
aviation,  international  telecommunications,  electricity  and  gas 
have  been  put  under  public  ownership.  The  act  to  nationalize 
the  iron  and  steel  industry  completed  passage  through  Parlia¬ 
ment  in  1949,  but  the  “vesting  date”  for  actual  transfer  for 
ownership  was  postponed  until  after  January  i,  1951.  See  Grant 
S.  McClellan,  “Labor’s  Program  for  British  Industry,”  Foreign 
Policy  Reports,  Vol.  XXII,  No.  21  (January  15,  1947). 


their  operation,  either  for  better  or  worse.'  More¬ 
over,  one  reason  the  government  faced  relatively 
little  opposition  to  its  nationalization  program  in 
its  early  stages  was  that  the  industries  concerned 
were  either  “sick” — as  in  the  case  of  coal — or  al¬ 
ready  almost  in  the  hands  of  the  state — as  in  the 
case  of  the  railways,  electricity  and  civil  aviation. 
C'onservative  policy,  which  excludes  wholesale  “de¬ 
nationalizing,”  is  a  reflection  of  these  considera¬ 
tions.  Public  ownership  of  the  iron  and  steel  in¬ 
dustry,  however,  is  another  matter,  and  a  number 
of  critics  believe  that  this  industry  cannot  be  na¬ 
tionalized  without  widespread  adverse  effects.*’ 
Labor’s  policy  of  “fair  shares  for  all”  has  been 
implemented  in  an  all-embracing  way,  so  that 
in  a  sense  m.any  more  goods  and  services  in  Brit¬ 
ain’s  daily  life  have  been  rationed  than  come  to 
mind  when  American  wartime  experience  with 
rationing  is  recalled.  The  rich  and  the  poor  alike 
arc  entitled  to  the  same  shilling’s  worth  of  meat 
per  person  per  week,  and  only  the  coal  miner — 
who  was  underpaid  and  often  unemployed  or  on 
strike  in  the  inter-war  years — receives  special 
treatment,  a  double  ration.  Morctiver,  the  food 
subsidy  system — whereby  the  consumer  pays  a 
low,  stable  price  for  the  basic  items  of  his  diet  and 
the  government  foots  the  rest  of  the  bill — has 
been  called  by  the  left-wing  Neiv  Statesman  and 
Nation  “the  most  important  piece  of  practical  so¬ 
cialism  the  government  has  carried  out.”'^ 

Housing  is  rationed  in  the  sense  that  the  Labor 
government  has  followed  a  policy  of  licensing  the 
construction  of  subsidized  low-rental  dwellings  at 
a  ratio  of  four  for  every  one  erected  for  sale  by 
private  builders.  Equality  in  educational  oppor¬ 
tunity  has  been  promoted  by  major  reforms  in  the 
sch:)ol  system,  and  grants  to  the  universities  triple 
the  pre-war  figure.  Medical  care  has  been  equal¬ 
ized  to  a  great  extent  by  the  new  National  Health 
Service  which  went  into  effect  in  July  1948.  State 
aid  is  given  to  the  British  family  through  pay¬ 
ments  of  5  shillings  (70  cents)  weekly  for  each 
child  other  than  the  first.  And  finally,  income  itself 
is  rationed  by  heavy  direct  taxation  which  takes, 
after  allowances  and  deductions,  qy'/z  per  cent  of 
upper-bracket  incomes  and  45  per  cent  of  modest 

7.  Lionel  Robbins.  “The  Sterling  Problem,”  Lloyds  Ban/{  Re- 
fietv  (London,  October  1949),  p.  5:  Geoffrey  Crowther,  editor 
of  The  Economist  (London),  in  an  interview,  “What  Britain 
Must  Do,”  U.S.  News  and  World  Report,  Vol.  XXVII,  No.  10 
(September  2,  1949):  John  H.  Williams,  “The  British  Crisis,” 
Foreign  Affairs,  Vol.  XXVIII,  No.  i  (October  1949),  p.  8. 

8.  For  British  points  of  view  on  iron  and  steel  nationalization, 
both  pro  and  con,  sec  Parliamentary  Debates  {Hansard),  House 
of  Commons,  Vol.  458,  Nos.  15,  16  and  17  (November  15,  16 
and  17,  1948). 

9.  Kew  Statesman  and  Nation  (London,  December  25,  1948). 
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ones.  The  figures  are  quite  graphic — only  70  per¬ 
sons  in  19.^7-48  had  incomes  of  /^(),ooo  ($16,800 
at  the  current  rate  of  exchange)  after  taxes;  40 
per  cent  of  Britain’s  national  income  is  collected 
ill  direct  and  indirect  taxes. 

I’he  first  of  these  two  figures  reveals  the  extent 
to  which  the  rich  are  taxed  to  provide  for  the  poor 
in  modern  P>ritain;  the  second,  which  is  perhaps 
more  significant,  indicates  that  the  lower-income 
groups  themselves  are  being  quite  heavily  taxed 
in  order  to  provide  the  social  services  of  which 
they  are  the  principal  beneficiaries.  The  present 
tax  structure  often  robs  Peter  not  to  pay  Paul  but 
Peter  himself.  The  smoker  and  drinker  are  heav¬ 
ily  taxed,  bur  they  get  a  return  in  the  low  prices 
tliev  pay  for  butter  and  milk.  Thus,  the  tobacco 
duty  plus  the  excise  on  alcoholic  beverages — in¬ 
cluding  beer,  the  worker’s  drink — raises  more  than 
27  per  cent  of  the  central  government’s  expendi¬ 
tures.  As  one  fibservcr  points  out,  if  the  tobacco 
a’ld  alcohol  taxes  were  halved  and  the  food  sub¬ 
sidies  abolished,  the  cost  of  living  would  probably 
stay  exactly  where  it  is.'“ 

There  are  several  points  to  be  considered  in  a 
discussion  of  this  much-debated  welfare  state.  The 
first  is  that  the  Labor  government  did  not  create  it 
upon  coming  to  office  in  1945.  Certain  basic  foun¬ 
dations  for  it  were  laid  long  in  the  past,  notably 
by  the  Liberal  gfivernment  elected  in  1906.  More 
recently  and  of  greater  importance,  the  last  war 
bad  a  far-reaching  leveling  effect  on  British  so¬ 
ciety.  It  was  the  war  that  brought  about  the  tow¬ 
ering  income  taxes,  stringent  rationing  and  food 
!  subsidies,  most  of  them  in  the  name  of  equality 
I  of  sacrifice.  Because  of  the  vulnerability  of  Brit- 
i  ain’s  food  supplies,  this  equalitarianism  was  a 
wartime  necessity  without  which  the  nation  might 
not  have  survived.  It  is  true,  however,  that  the 
Labor  party  has  made  a  post-war  virtue  of  this 
wartime  necessity.  Another  government  might 
have  been  more  frugal  in  expanding  the  social 
services. 

Second,  a  great  many  signs  indicate  that  the 
British  people  desire  most,  if  not  all,  of  the  fea¬ 
tures  of  the  welfare  state  even  though  they  are 
not  insensible  to  the  cost,  both  in  terms  of  money 
and  in  terms  of  consumer  freedom.  Labor’s  vic¬ 
tory  in  1945  is  one  such  sign;  the  1950  election  in¬ 
dicates  no  marked  reversal  of  this  preference,  since 
both  the  Liberal  and  Conservative  parties  prom¬ 
ised  expansions  rather  than  contractions  of  the 
social  services.  The  Manchester  Guardian,  a  forth- 

10.  Richard  H.  Fry.  Hnancial  editor  of  the  Manchester  Gtiard- 
itiii,  “Appraisal  of  Britain’s  Welfare  State,”  New  York.  Times 
Magazine,  September  25,  1949. 


right  critic  of  the  Attlee  cabinet’s  financial  poli¬ 
cies,  reflected  the  dominant  British  attitude  when 
it  reviewed  the  cost  of  the  National  Health  Service 
at  the  beginning  of  1949  and  said:  “The  cost  is 
high.  Was  ever  public  money  better  spent.^”" 

Third,  the  British  people  pay  their  own  bills  for 
this  welfare  state.  This  is  just  another  way  of  say¬ 
ing  that  the  government’s  budget  is  balanced — 
yielding  surpluses  in  the  past  three  years — and 
that  government  expenditures  on  pensions,  fam¬ 
ily  allowances  and  free  wigs  are  covered  by  tax 
revenue.  If  the  United  States  is  “subsidizing  so¬ 
cialism’’  through  ECA  grants,  it  is  doing  so  only 
in  a  broad,  indirect  sense — by  underwriting  the 
British  standard  of  living  and  allowing  the  British 
to  make  their  own  distribution  of  goods  and  serv¬ 
ices  as  they  see  fit.  If  the  subsidy  were  withdrawn, 
the  chances  are  that  any  government  would  have 
to  increase,  rather  than  decrease,  British  equalitari¬ 
anism  for  the  same  reason  that  the  Churchill  coali- 
tifin  cabinet  invoked  it  during  the  war. 

Fourth,  some  of  the  more  stringent  taxes  in  the 
present  British  pattern  are  not  levied  for  the  sake 
of  equality  but  as  measures  to  alleviate  the  balance- 
of-payments  problem.  The  tobacco  duty,  for  in¬ 
stance,  was  raised  50  per  cent  in  1947 
the  bill  for  government  expenditures  but  to  curb 
the  post-war  rise  in  tobacco  consumption,  which 
was  costing  Britain  dearly  in  borrowed  dollars. 
Many  of  Britain’s  purchase  taxes  are  designed  to 
curtail  domestic  consumption  and  thus  push  goods 
into  export  markets.  The  food  subsidies  themselves 
were  initiated  during  the  war  to  hold  the  cost  of 
living  steady  and  forestall  demands  for  wage  in¬ 
creases,  a  function  they  still  perform. 

WELFARE  AND  SURVIVAL 

These  various  considerations  do  not  mean  that 
there  is  no  clash  between  the  implementation  of 
Labor’s  social  aims  and  its  leadership  of  the  na¬ 
tional  economy  toward  solvency  in  world  trade. 
Persistent,  responsible  and  influential  British  criti¬ 
cism  has  been  directed  in  the  past  four  years  not 
at  the  principle  of  social  welfare  but  at  what  is 
usually  called  the  Labor  party’s  excess  of  zeal  in 
carrying  it  out.  The  burden  of  taxation  undoubt¬ 
edly  is  a  disincentive  to  production  on  many  dif¬ 
ferent  levels.  It  inhibits  risk-taking  on  the  part  of 
business  men  who  know  that  they  will  have  to 
bear  their  losses  themselves  but  that  taxation  will 
pre-empt  the  lion’s  share  of  any  profits.  This  is  a 
particularly  serious  problem  when  it  is  borne  in 
mind  that  Britain’s  position  calls  for  exports  to 
dollar  markets  far  in  excess  of  any  previous  level. 

II.  Manchester  Guardian  Weekhf  January  27,  1949. 
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The  need  for  exports,  in  turn,  means  that  firms 
with  no  previous  experience  in  selling  to  the  West¬ 
ern  Hemisphere  should  be  encouraged  to  try  their 
hand  at  it  and  that  reliance  on  “traditional”  goods 
will  not  suffice.  Moreover,  taxation  is  one  of  the 
reasons  for  absenteeism  and  reluctance  to  work 
overtime  on  the  part  of  workers  in  certain  sectors 
of  industry.  The  coal  miner,  his  present  wages  far 
above  his  pre-war  pay,  would  often  rather  “buy 
leisure”  than  see  his  extra  earnings  taxed  at  the 
rate  of  45  per  cent. 

Aside  from  the  over-all  burden  of  taxation,  cer¬ 
tain  aspects  of  Labor’s  social  program  can  be  re¬ 
garded  as  interfering  with  Britain’s  export  drive 
more  than  others.  Extensive  house-building,  for 
instance,  utilizes  more  factors  of  production  that 
might  be  employed  elsewhere  than  does  the  Na¬ 
tional  Health  Service,  which  merely  provides  a 
new  organization  for  existing  medical  services. 
Yet,  with  4  million  houses  destroyed  or  damaged 
and  no  new  building  during  the  war,  it  was  diffi¬ 
cult  for  the  Labor  government  to  curtail  its  hous¬ 
ing  program.  Despite  the  fact  that  about  one  mil¬ 
lion  dwellings  have  been  made  available  through 
repairs  and  new  building  since  1945,  considerable 
public  pressure  continues  to  exist  for  more  houses. 

FULL  EMPLOYMENT 

Full  employment  is  another  highly  desired  aim 
which  has  created  problems  of  its  own,  particu¬ 
larly  in  the  context  of  Britain’s  external  difficulties. 
It  is  obvious,  of  course,  that  more  goods  can  be  pro¬ 
duced,  both  for  home  consumption  and  export, 
with  the  largest  possible  labor  force  at  work.  But 
the  point  has  been  persistently  made  since  1947 
that  the  kind  of  full  employment  experienced  in 
the  post-war  years  has  contributed  both  to  infla¬ 
tionary  tendencies  and  economic  “rigidities.”*' 

Coupled  with  the  food  subsidies,  the  health  serv¬ 
ice  and  other  methods  of  providing  national  mini- 
mums  for  the  workers,  full  employment  keeps 
consumer  demand  for  nonessential  goods  high.  It 
also  works  for  a  steady  rise  in  wages — and  there¬ 
fore  production  costs — as  unions  make  the  best  of 
their  bargaining  position  and  employers  compete 
for  men  and  women  to  staff  their  factories.  More¬ 
over,  it  helps  sweep  away  penalties  for  lack  of 
effort  and  efficiency  and  makes  it  difficult  to 
achieve  economic  mobility. 

To  counteract  some  of  these  effects  the  govern¬ 
ment  maintained  war-time  controls  which  gave  it 
power  to  prevent  miners  and  agricultural  workers 
from  leaving  their  jobs,  and  it  introduced  the  Con¬ 
i’.  “Recession  Policy,”  The  Economist,  Vol.  CLVI,  No.  5519 
(June  4,  1949),  pp.  1025-26. 


trol  of  Engagements  Order  in  1947,  under  which 
workers,  as  they  became  unemployed,  could  be 
directed  into  “first  preference,”  or  essential,  indus¬ 
tries.  These  controls  were  not  used  repressively,*^ 
and  they  were  abolished  completely  at  the  begin¬ 
ning  of  1950.  Direction  was  abhorrent  to  the  Labor 
party — with  its  strong  trade  union  support — both 
in  principle  and  practice. 

The  government  has  been  under  pressure  from 
both  its  supporters  and  opponents  to  find  a  “wages 
policy”  which  would  create  labor  mobility  through 
the  lure  of  higher  pay  in  essential  industries.  Al¬ 
though  there  has  been  some  progress  in  this  direc¬ 
tion,  a  wage  policy  formulated  in  Whitehall  would 
interfere  with  the  normal  process  of  collective  bar¬ 
gaining,  and  to  be  successful  it  would  necessarily 
resist  raising  wages  in  one  industry  merely  because 
another  had  registered  gains. 

Because  of  such  difficulties  the  government  has 
sought  wage  stabilization  rather  than  a  flexible 
policy.  It  has  received  a  substantial  amount  of  co¬ 
operation,  particularly  from  the  leadership  of  the 
Trade  Union  Congress.  But  since  the  TUC  is  a 
loose  federation  of  unions  representing  some  8 
million  members,  there  is  a  continual  danger  that 
the  wage  line  will  be  breached  by  individual  units. 
Despite  this  threat,  discipline  among  the  unions 
has  been  effective.  Less  than  2.5  million  working 
days  annually  were  lost  through  strikes  in  1945-49 
(as  against  35  million  annually  in  1919-23). 

This  industrial  peace  is  undoubtedly  due  to  the 
fact  that  the  British  wage-earner  is  relatively  better 
off  than  he  was  before  the  war.  The  following  fig- 
ures*"*  show  the  relationship  of  wages,  hours  and 
cost  of  living: 

Average 

K'age  weekly  Honrs  Cost  of 

rates  earnings  worked  living 


Oct.  1938  100  100  46.5  100 

Oct.  1948  179  220  45.3  175 

April  1949  .  180  224  ■  45.3  176 


Thus,  while  wage  rates  are  not  appreciably  above 
the  cost-of-living  index  and  there  is  no  great  reduc¬ 
tion  in  the  number  of  hours  worked,  average 
weekly  earnings  show  a  considerable  increase,  sug¬ 
gesting  an  advance  in  real  earnings,  which  The 
Economist  estimates  at  27  per  cent  above  1938  as 
against  46  per  cent  for  the  United  States."  Since 
Britain’s  national  income  has  not  increased  com- 
mcnsurately,  it  is  obvious  that  the  salaried  classes, 

13.  Allan  Flanders,  "How  Much  Is  British  Labor  Con¬ 
trolled?,”  Labor  and  Industry  in  Britain,  British  Information 
Services  quarterly,  V'ol.  VIII,  No.  i  (March  1950). 

14.  “Trade  Unions  in  Britain,”  supplement  to  Labor  and 
Industry  in  Britain,  Vol.  VllI,  No.  4  (December  1949). 

15.  “Changes  in  Wages,”  The  Economist,  Vol.  CL VIII,  No. 
5553  (January  28,  1950),  pp.  183-85. 


rentiers  and  others  have  sufTered  losses.  Many  ob¬ 
servers,  including  moderates  within  the  Labor 
party,  believe  that  this  “squeeze”  on  the  middle 
class  has  reached  a  limit  beyond  which  the  whole 
national  economy  would  suffer. 

While  the  Labor  government  has  refused  to  at¬ 
tempt  bold  disinflationary  measures  which  would 
reduce  the  equalitarian  distribution  of  income 
through  a  greater  degree  of  unemployment.  Sir 
Stafford  Cripps  has  bowed  to  his  critics  to  a  certain 
extent.  Since  his  elevation  to  the  Treasury  in  1947, 
his  “austerity”  budgets  have  produced  consistent 
f)ver-all  surpluses.  In  1949  he  put  a  stop  to  the  ex¬ 
pansion  of  the  food  subsidy  bill,  setting  a  limit  of 
^465  million,  slightly  less  than  the  cost  for  the  pre¬ 
vious  year.  Thereafter  further  increases  in  food 
prices  were  passed  on  to  the  consumer.  In  1950  the 
subsidy  limit  was  cut  down  to  million.  The 
Chancellor  has  also  insisted  that  the  nation  recog¬ 
nize  the  unpleasant  fact  that  the  social  services 
must  be  paid  for  by  taxation  and  that  any  expan¬ 
sion  must  await  an  increase  in  national  income.^^ 

PRODUCTION  DRIVE 

The  main  challenge,  then,  to  the  mixed  economy 
and  welfare  state  which  the  Labor  government  has 
fostered  is  the  problem  of  increasing  the  national 
income  in  real  terms.  With  no  pool  of  unemployed 
to  draw  on  and  with  slender  national  resources, 
Britain  must  improve  the  productivity  of  its  indus¬ 
tries  in  order  to  meet  this  challenge.  British  pro¬ 
ductivity — output  per  man-year,  per  man-hour  or 
per  man-shift — compared  unfavorably  with  that  of 
the  United  States  even  before  the  war.  It  was  then 
roughly  estimated,  in  terms  of  output  per  man¬ 
hour,  at  one-third  of  the  American  figure. 

Output  per  man-year,  however,  showed  a  lesser 
discrepancy  because  the  British  worked  a  longer 
work-week  and  also  averaged  shorter  vacations. 
There  was  also  less  unemployment,  both  involun¬ 
tary  and  voluntary  (young  people  in  full-time  ed¬ 
ucation,  women  not  gainfully  employed),  and 
therefore  individual  consumption  in  Britain  in 
iq;S  was  as  high  as  80  to  90  per  cent  of  that  in  the 
United  States  in  1939.  Since  Britain  is  now  attempt¬ 
ing  to  emulate  American  standards  of  education 
and  leisure,  the  problem  of  output  per  man-hour 
is  more  important  than  ever.*^ 

Productivity  is,  of  course,  less  a  question  of  phys¬ 
ical  effort  than  one  of  the  right  combination  of 
skills  and  machines  under  careful  management.  By 
several  criteria  Britain  is  working  harder  than  the 

16.  Budget  speech,  New  York,  Times,  April  19,  1950. 

17.  Political  and  Economic  Planning,  “Men,  Management  and 
Machines,”  Planning  (London,  January  3,  1947). 


United  States.  Its  average  45.3-hour  work-week 
compares  with  39.1  in  the  United  States;  the  total 
labor  force  of  23  million  is  46  per  cent  of  the  total 
population  of  50  million  as  compared  with  a  work¬ 
ing  force  in  the  United  States  about  40  per  cent  of 
a  150-million  population.^® 

The  reasons  for  Britain’s  low  pre-war  productiv¬ 
ity  are  manifold.  Some  are  simple  and  immutable. 
For  instance,  the  glaring  difference  between  output 
per  man-shift  in  American  and  British  coal  mines 
— American  miners  lift  four  times  as  many  tons  in 
a  working  day — is  due  largely  to  geology;  seams  in 
United  States  coal  deposits  are  larger  and  nearer 
the  surface.  Other  reasons  are  more  complex.  Cot¬ 
ton  mills,  for  example,  are  still  suffering  acutely 
from  the  Hack  of  capital  re-equipment  during  the 
inter-war  years,  when  they  faced  contracting  over¬ 
seas  markets  because  of  rising  tariffs  and  Japanese 
competition  in  the  Orient.  British  industrialists 
were  understandably  reluctant  to  modernize  while 
there  existed  the  near  certainty  that  tariffs  abroad 
would  rise  to  meet  any  increase  in  British  effi¬ 
ciency.  The  labor  force  also  was  opposed  to  re¬ 
equipment,  regarding  new  machines  as  a  cause  of 
further  unemployment.  While  these  circumstances 
did  not  prevail  in  every  sector  of  British  economic 
life,  they  were  common  enough,  particularly  in  the 
“basic”  industries  which  had  been  Britain’s  source 
of  strength  in  the  nineteenth  century,  to  produce 
the  technological  conservatism  on  the  part  of  both 
management  and  labor  which  has  become  widely 
advertised  abroad. 

A  number  of  steps  to  improve  productivity  have 
been  under  way  since  1946,  when  Cripps,  then 
President  of  the  Board  of  Trade,  appointed  his  first 
“working  parties.”  These  are  composed  of  em¬ 
ployers’  representatives,  union  representatives  and 
outside  technical  experts  chosen  by  the  govern¬ 
ment.  Working  parties  have  surveyed  more  than 
a  dozen  industries,  including  cotton,  boots  and 
shoes,  pottery  and  furniture  manufacturing,  mak¬ 
ing  recommendations  directly  and  indirectly  con¬ 
cerned  with  productivity.  In  some  cases  they  have 
been  succeeded  by  the  creation  of  permanent  de¬ 
velopment  councils  which  carry  out  the  same 
method  of  tripartite  consultation  on  a  continuing 
basis.  Several  working-party  teams  visited  the 
United  States  to  study  comparable  industries  and 
make  suggestions  on  the  basis  of  American  experi¬ 
ence.  More  recently  under  the  auspices  of  the  EGA 
the  Anglo-American  Council  on  Productivity  has 
been  established,  and  two  of  its  teams,  one  for  steel 

18.  Report  of  a  subcommittee  of  the  House  Committee  on 
Foreign  Affairs,  Status  and  Progress  of  the  European  Recovery 
Program  in  Italy,  France  and  the  United  Kingdom  (Washing¬ 
ton,  U.S.  Government  Printing  Office,  1950). 
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founding  and  the  other  for  rayon  weaving,  have 
toured  American  plants  and  made  their  reports. 

The  steel  founding  report  is  an  interesting  docu¬ 
ment  in  that  it  contains  both  a  ringing  call  for  an 
injection  of  competitive  efficiency  in  British  indus¬ 
try  and  some  sober  reservations  about  certain  as¬ 
pects  of  American  economic  life.'^  In  addition  to 
bringing  back  recommendations  on  foundry  lay¬ 
outs,  machinery  and  production  techniques,  the 
team  bluntly  attacked  industrial  conservatism, 
stating:  “Neither  traditional  practice  nor  trade  cus¬ 
tom  has  an  export  value.  High  productivity  has.” 
Among  the  factors  it  found  contributing  to  high 
American  productivity  were  a  “widespread  degree 
of  productivity-consciousness”  and  the  “compulsion 
of  fear”  in  the  absence  of  unemployment  benefits 
“comparable  with  British  practice.” 

The  team  also  reported  “meeting  continual  con¬ 
tradictions  which  are  traceable  to  the  coexistence 
in  American  life  of  two  warring  motive^’  The 
first  motive  it  identified  as  a  “fiercely  self-cohscious 
individualism”  expressed  in  economic  competition. 
“But  this  competitiveness,”  the  report  added,  “has 
produced  the  compulsion  to  standardize  products, 
leading  in  turn  to  the  standardization  of  consumer 
goods,  of  habits  of  living  and  modes  of  thought,  in 
violent  opposition  to  the  principles  of  individual¬ 
ism.  The  more  the  second  motive,  that  of  achieving 
a  high  standard  of  comfort  and  of  freedom  from 
heavy  labor,  is  given  expression,  the  more  is  indi¬ 
vidual  choice  confined  to  standardized  means  of 
satisfaction.” 

Despite  such  philosophical  reservations,  the  Brit¬ 
ish  effort  for  greater  and  more  efficient  output  has 
been  progressing  on  many  different  levels,  and  the 
proliferation  of  research,  recommendations,  reports 
and  blueprints  is  beginning  to  pay  off.  Case  his¬ 
tories  can  be  cited  of  British  factories  which  have 
increased  their  production  25,  50  and  even  100  per 
cent  without  comparable  increases  in  their  labor 
forces.'® 

CAPITAL  INVESTMENT 

Intimately  related  to  the  productivity  drive  is 
the  high  rate  of  capital  investment — 20  per  cent  of 
the  national  income — being  maintained  under  the 
government’s  post-war  plans.  The  peak  production 
of  15.5  million  tons  achieved  by  the  steel  industry 
in  1949  is  the  result  of  a  seven-year  re-equipment 
project  started  in  1946.  The  Staffordshire  potteries, 
the  cotton  industry  and  many  others  are  in  the 

19.  British  Steel  Founder's  Productivity  Team,  Steel  Found¬ 
ing  (London,  Anglo-American  Council  on  Productivity,  Sep¬ 
tember  1949),  pp.  33-40- 

20.  “Case  Histories  of  Increased  Productivity,”  Labor  and 
Industry  in  Britain,  Vol.  VII,  No.  3  (September  1949). 


midst  of  re-equipment  programs.  Labor’s  plans  for 
the  expansion  of  the  nationalized  electricity  indus¬ 
try  is  particularly  important  because  of  the  close 
relationship  between  high  productivity  and  the 
units  of  horsepower  available  to  each  worker.  Brit¬ 
ain  is  now  spending  more  than  ^125  million  yearly 
in  installing  new  generating  capacity — one  of  the 
most  ambitious  of  the  government’s  projects. 

Despite  these  hopeful  developments,  the  whole 
process  of  raising  the  nation’s  over-all  productivity 
is  bound  to  he  slow  and  fraught  with  difficulty. 
For  instance,  the  steel  industry  could  probably  pro¬ 
duce  more  efficiently  if  obsolete  plant  and  equip¬ 
ment  were  scrapped,  as  is  ultimately  planned.  How¬ 
ever,  a  strong  demand  for  steel  has  kept  both  old 
equipment  and  the  new  equipment  designed  to 
replace  it  running  in  high  gear. 

Britain’s  initial  successes  in  raising  production  in 
1946,  1947  and  1948  were  undoubtedly  the  result 
of  reconversion  to  peacetime  operation,  improve¬ 
ments  in  the  supply  of  raw  materials,  redeployment 
of  labor  from  wartime  occupations  and  so  forth. 
The  sustained  increase  in  1949  appears  to  be  more 
attributable  to  the  long-term  attack  on  productivity 
through  capital  investment  and  the  application^of 
new  techniques.  In  1947  it  was  estimated  that  pro¬ 
ductivity  in  the  following  five  years  might  advance 
by  2'/2  pet  cent  a  year,  a  rate  that  compares  favor¬ 
ably  with  American  experience.  Sir  Stafford  Cripps 
was  able  to  report  at  the  beginning  of  1950  that 
actual  increase  in  production  per  man-year  during 
1949  had  been  5  per  cent  ratber  than  2V2-  If  this 
rate  is  maintained,  the  productivity  campaign  may 
prove  the  salvation  of  the  British  economy  as  far 
as  internal  factors  are  concerned. 


The  crisis  of  1949  served  to  focus  attention  on 
the  external  factors  in  Britain’s  balance-of-payments 
problem.  How  could  a  mild  recession  in  the  United 
States  inspire  a  run  on  sterling  so  intense  as  to 
require  urgent  and  drastic  action  on  the  part  of  ' 

the  government,  particularly  after  the  successes  of  ] 

194S?  The  answer  could  not  be  found  in  the  United  ' 

Kingdom  alone.  The  question  was  neither  new  or  1 

unanticipated.  It  arose  from  the  termination  of  a  ; 

seller’s  market  in  world  trade,  a  development  of  i 

which  the  British  had  been  warning  themselves  1 

since  1945.  The  symptoms  were  simply  a  sharp 
drop  in  dollar  earnings  on  the  part  of  both  the  | 
United  Kingdo'm  and  the  rest  of  the  sterling  area  t 

with  a  consequent  loss  of  reserves  to  the  hard  cur-  i  c 
rency  countries. 

Although  the  end  of  the  seller’s  market  had  been  f 
foreseen,  the  way  in  which  it  occurred  had  unex-  ^ 
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pcctecl  characteristics.  The  British,  remembering 
ihcir  experience  in  the  thirties,  had  believed  they 
would  gain  from  a  drop  in  world  prices  as  much 
as.  and  perhaps  more  than,  they  lost.  In  the  inter¬ 
war  years  the  prices  of  primary  commodities  (the 
maji-r  part  of  Britain’s  imports)  had  been  de¬ 
pressed  relatively  more  than  the  price  of  manu¬ 
factured  goods  (the  major  part  of  Britain’s  ex¬ 
ports),  thus  producing  favorable  terms  of  trade. 
Ill  the  1949  recession  the  fall  in  demand  and  in 
prices  occurred  in  the  products  (cocoa,  rubber  and 
w(;(J)  which  the  sterling  area  exported  to  the 
United  States,  while  the  price  of  wheat,  a  Western 
Hemisphere  export  to  the  United  Kingdom,  re¬ 
in. lined  relatively  stable.  Thus  the  terms  of  trade 
lor  the  sterling  area  as  a  whole  deteriorated." ‘ 

Tliese  immediate  conditions  only  exaggerated 
h.  sic  maladjustments  in  the  trade  relations  between 
Brit.’.in  and  the  rest  of  the  sterling  area  and  be¬ 
tween  the  sterling  area  and  the  rest  of  the  world. 
He  fore  the  war  the  United  Kingdom  had  a  normal 
hnl.ance-of-payments  deficit  with  the  dollar  area, 
Init  it  was  able  to  cover  this  partly  with  invisible 
receipts  and  partly  with  its  export  surplus  with  the 
rest  of  the  sterling  area.  The  rest  of  the  sterling 
are.!  in  .some  years  had  trade  surpluses  with  the 
Western  Hemisphere;  when  in  other  years  these 
surpluses  disappeared,  the  movement  of  gold — the 
sterling  area  being  a  leading  gold  producer — was 
sui'rcient  to  bring  about  an  all-round  balance. 

In  the  post-war  years  the  major  change  in  this' 
p.ittern  was  due  to  large  deficits  incurred  by  the 
rest  of  the  sterling  area  with  the  Western  Hemi¬ 
sphere.  While  the  United  Kingdom,  Ireland,  Aus- 
tr.ilia  and  New  Zealand  reduced  their  imports  from 
Nt'rth  America,  other  countries,  principally  South 
.Africa,  India  and  Pakistan,  increased  the  volume 
of  their  imports  from  the  United  States  and  Canada 
three  to  four  and  one-half  times  the  level  of  19^8. 
In  the  case  of  India  and  Pakistan  this  was  partly 
compensated  for  by  increased  dollar  earnings 
through  a  rise  in  prices  of  the  subcontinent’s  ex¬ 
ports;  in  the  case  of  South  Africa  the  dominion’s 
export  volume  increased  but  export  prices  remained 
relatively  low  in  comparison  with  import  prices, 
and  the  dollar  deficit  widened  tremendously,  giv¬ 
ing  rise  to  the  stringent  export-import  controls 
South  Africa  adopted  in  1949. 

The  plight  of  both  South  Africa  and  the  sterling 
area  as  a  whole  has  been  aggravated  by  a  tradi¬ 
tional  reliance  on  gold  to  cover  trade  deficits.  While 
commodity  prices  have  roughly  doubled  since  1938, 

21.  UN  F.conomic  Commission  for  Europe,  “The  Gold  and 
It4)ll.ir  Deficit.”  Economic  Bulletin  for  Europe  (Geneva), 
^^ll.  I,  No.  2  (Second  Quarter  1949). 


the  price  of  gold  remains  fixed  at  $35  an  ounce, 
chiefly  through  United  States  policy.  The  sterling 
area’s  dollar  gap  in  1938  was  more  than  covered 
by  a  gold  production  of  $550  million.  Today  a 
similar  gold  output  would  go  only  half  as  far;  in 
1948  gold  production  had  actually  declined  to  $500 
million,  reflecting  increased  costs  of  mining  ma¬ 
chinery  and  so  forth. 

A  similar  marked  change  occurred  in  the  posi¬ 
tion  of  natural  rubber.  Malayan  rubber,  a  consist¬ 
ent  pre-war  dollar  earner  for  the  sterling  area,  has 
been  replaced  to  the  extent  of  more  than  400,000 
tons  annually  by  the  synthetic  rubber  industry  in 
the  United  States,  representing  a  yearly  loss  of  at 
least  $200  million  at  present  prices.-" 

STERLING  BALANCES 

The  increased  dollar  imports  of  the  overseas  ster¬ 
ling  countries  have  not  been  accompanied  by  any 
decrease  in  imports  from  Britain.  In  fact,  the 
United  Kingdom’s  volume  of  exports  to  the  rest 
of  the  sterling  area  was  almost  double  the  1938 
figure.  The  imports  from  Britain,  however,  have 
been  largely  financed  by  drawing  on  the  sterling 
balances.  For  Britain  they  are  “unrequited  exports” 
in  that  they  are  paid  for  by  capital  transactions 
(i.e.,  a  decrea.se  in  the  United  Kingdom’s  indebt- 
edne.ss).  Or  to  put  it  in  another  and  more  signifi¬ 
cant  way,  they  do  not  earn  for  Britain  the  surplus 
dollars  which  the  rest  of  the  sterling  area  often  had 
during  pre-war  years. 

When  the  1945  Washington  loan  agreement  was 
negotiated,  it  was  expected  that  the  sterling  bal¬ 
ances  would  be  dealt  with  in  a  manner  that  would 
prevent  them  from  becoming  a  distorting  influ¬ 
ence  on  world  trade.  Since  they  had  been  largely 
incurred  to  finance  the  war,  it  was  suggested  that 
the  creditors  who  held  them  should  be  willing  to 
scale  them  down — writing  off  a  given  proportion 
in  the  same  way  that  lend-lease  debts  were  can¬ 
celled.  A  part  of  the  remainder  would  continue  as 
liquid  sterling  balances — reserves  for  the  national 
currencies  of  the  overseas  sterling  countries  as  had 
been  the  custom  in  the  past.  The  other  part  would 
become  some  form  of  funded  debt,  liquidated  by 
modest  releases  annually.  Such  an  arrangement 
was  a  prerequisite  for  making  sterling  freely  con¬ 
vertible  into  other  currencies  within  a  reasonable 
time,  and  the  1945  loan  agreement  called  for  con¬ 
vertibility  within  a  year  of  the  effective  date  of  the 
agreement,  July  15,  1946. 

While  this  plan  of  action  sounded  reasonable  in 
Washington,  it  was  not  so  regarded  in  Cairo,  New 

22.  “The  Sterling  Crisis."  The  Times  (London),  August  22, 
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Delhi  and  Palestine.  Whatever  economic  cogency 
there  was  for  writing  off  a  portion  of  the  sterling 
balances,  such  a  course  was  politically  impossible 
with  creditors  like  India  and  Pakistan  and  the 
countries  sharing  the  Middle  Eastern  debt.  As  a 
British  economist  pointed  out,  Britain’s  view  that 
the  wartime  borrowings  were  spent  in  defeating 
Nazi  and  Japanese  aggression  in  the  common  in¬ 
terests  of  humanity  was  not  necessarily  shared  by 
the  creditors,  “not  all  of  whom  may  have  felt  the 
same  intense  inner  compulsion  to  sacrifice  all  rather 
than  surrender.  Moreover,  we  must  not  let  the  dif¬ 
ficulties  of  the  moment  obscure  the  fact  that,  in 
many  cases,  we,  the  debtors,  are  comparatively  rich 
while  they,  the  creditors,  are  absolutely  very 
poor.”^^ 

What  in  fact  happened  was  that,  aside  from  sev¬ 
eral  grants  from  Australia  and  New  Zealand,  there 
was  no  scaling  down  of  the  sterling  balances.  More¬ 
over,  while  there  was  some  separation  of  the  bal¬ 
ances  into  No.  I  and  No.  2  accounts  in  the  Bank 
of  England,  releases  from  the  blocked  accounts  to 
the  free  accounts  was  not  an  orderly  process  but 
the  subject  of  ad  hoc  negotiations.  Undoubtedly 
the  rate  of  release,  as  well  as  the  rate  at  which  the 
released  sterling  was  presented  for  conversion  into 
dollars  and  gold  after  July  15,  1947,  contributed  to 
the  rapid  exhaustion  of  the  1945  American  credit. 
Even  after  convertibility  was  suspended  at  the  end 
of  August  1947,  the  creditors  could  still  seek — and 
get — repayment  through  releases  used  to  buy 
United  Kingdom  goods. 

While  it  is  impossible  to  estimate  accurately  to 
what  extent  Britain  has  been  subject  to  a  financial 
drain  in  the  form  of  these  “unrequited  exports,”  it 
is  plain  that  the  effect  has  been  substantial.  The 
balances  stood  at  >^3,700  million  at  the  end  of  1946 
and  at  /^3,233  million  on  June  30,  1949,  indicating 
that  Britain  has  repaid  almost  ;(^500  million  in  two 
and  one-half  years — the  equivalent  at  the  prevail¬ 
ing  rate  of  exchange  during  that  period  of  $2 
billion.^'* 

British  financial  commentators  have  regarded 
this  rate  of  repayment — and  the  agreements  with 
India,  Pakistan  and  Ceylon  in  the  summer  of  1949 
which  proposed  to  continue  it — as  the  height  of 
improvidence,  on  the  ground  that  no  matter  what 
the  justification,  Britain  could  not  and  cannot  af¬ 
ford  it.^’  Divided  counsel  appears  to  have  prevailed 
in  the  government,  with  the  Treasury  opposing 

23.  Robbins,  op.  cit. 

24.  Eugene  f.  Kaplan,  “Britain’s  Sterling  Balances  and  Their 
Impact  on  World  Trade,”  Foreign  Commerce  Weekly,  Vol. 
XXXVIII,  No.  7  (February  13,  1950). 

25.  Manchester  Guardian  Weekly,  August  i8,  1949. 


these  large  releases,  the  Board  of  Trade  rather  du¬ 
biously  in  favor  of  them  and  the  Foreign  Office 
in  full  support.  As  American  critics  have  pointed 
out,  the  sterling  balances  do  give  British  exporters 
a  “soft  market”  which  excludes  a  great  deal  of 
United  States  competition  for  the  simple  reason 
that  the  countries  concerned  have  difficulty  getting 
dollars.  But  the  overseas  sterling  area  is  also  a 
traditional  British  market,  one  whose  requirements 
exporters  are  accustomed  to  meeting  and  one  which 
Britain  might  be  expected  to  hold  in  normal  com¬ 
petition. 

Nor  can  the  considerations  represented  in  the 
Foreign  Office  point  of  view  be  overlooked.  The 
500  million  people  in  India,  Pakistan,  Ceylon  and 
Southeast  Asia,  who  have  just  attained  political  in¬ 
dependence,  are  under  Communist  pressure  from 
within  or  without,  and  any  lessening  in  the  finan¬ 
cial  aid  represented  by  the  sterling  balance  releases 
without  the  assurance  of  an  adequate  substitute 
would  certainly  increase,  rather  than  decrease,  the 
pressure. 

DEVALUATION  AND  RETRENCHMENT 

Very  few  of  the  problems  briefly  summarized 
above  have  been  resolved  through  the  emergency 
measures  taken  by  Britain,  the  sterling  area  coun¬ 
tries  and  the  United  States  and  Canada  during  the 
summer  and  fall  of  1949.  It  is  true  that  the  drain 
on  the  sterling  area’s  gold  and  dollar  reserves  ap¬ 
pears  to  have  been  checked  by  a  combination  of 
the  dollar  import  cuts  agreed  on  by  the  Common¬ 
wealth  Finance  Ministers  in  July,  by  some  of  the 
measures  carried  out  as  a  result  of  the  Anglo- 
American-Canadian  conference  in  Washington  in 
September  and  by  the  30  per  cent  devaluation  of 
the  pound  on  September  18.  But  long-range  read¬ 
justments  are  only  being  made  slowly  and  by 
piecemeal  methods. 

The  decision  of  the  Commonwealth  Finance 
Ministers  to  cut  their  dollar  expenditures  by  25  per 
cent,  although  perhaps  a  stopgap  device,  shifted 
the  emphasis  to  the  deficit  incurred  by  the  overseas 
sterling  countries,  undoubtedly  the  most  important 
factor  involved.  Devaluation  has  made  these  cuts 
easier  to  execute,  since  it  has  increased  the  price  of 
dollar  imports  in  terms  of  pounds.  In  this  respect, 
devaluation  may  have  done  as  much  toward  paving 
the  way  for  a  closed  sterling  area  as  any  British 
tendency  toward  bilateralism.  While  it  enabled 
sterling  area  exporters  to  reduce  their  prices  in  dol¬ 
lar  markets,  it  also  made  dollar  imports  44  per  cent 
more  expensive  in  terms  of  pounds.  The  net  effect 
may  prove  to  be  as  far-reaching  an  exclusion  of 
American  goods  from  an  important  part  of  the 
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world  market  as  could  be  achieved  by  economic 
devices  commonly  branded  discriminatory. 

The  chief  immediate  benefit  which  flowed  from 
Sir  Stafford’s  decision  to  alter  the  exchange  rate  of 
the  pound  was  the  dissipation  of  the  financial  un¬ 
certainty  during  the  summer  of  1949  which  had  led 
potential  purchasers  of  sterling  area  goods  to  post¬ 
pone  their  orders.  Exports  from  both  the  United 
Kingdom  and  the  rest  of  the  sterling  area  spurted 
following  the  decision.  However,  six  months  after 
devaluation  it  is  still  undetermined  whether  Brit¬ 
ain  can  maintain  a  10  to  20  per  cent  decrease  in  its 
export  prices  through  wage  stabilization  and  the 
government’s  retrenchment  in  public  expenditure 
and  investment  which  the  Chancellor  introduced 
in  October.  Another  uncertainty  is  whether  the  rest 
of  the  sterling  area  can  control  inflationary  tenden¬ 
cies  as  effectively  as  the  United  Kingdom. 

A  number  of  steps  taken  at  the  tripartite  Wash¬ 
ington  conference  afforded  the  sterling  area  either 
immediate  relief  or  concrete  aid  within  the  fore¬ 
seeable  future.  Most  important  to  Britain,  especially 
in  connection  with  the  decision  to  devalue,  was  the 
release  of  EGA  dollars  for  off-shore  purchases  of 
Canadian  wheat.  American  and  Canadian  commit¬ 
ments  to  increase  their  stockpile  of  tin  and  rubber 
also  helped.  More  distant  in  impact  was  the  United 
States  promise  to  review  customs  procedures  with 
a  view  to  aiding  not  only  British  exporters  but 
those  in  other  dollar-hungry  countries  as  well.  In 
addition,  the  conference  set  the  stage  for  Congress’ 
renewal  of  the  Reciprocal  Trade  Agreements  Act, 
thus  assuring  that  the  Truman  Administration’s 
tariff  reduction  program  would  continue. 

However,  here  again  there  are  uncertainties  for 
the  future.  The  question  of  the  sterling  balances, 
tagged  for  “further  study’’  in  the  tripartite  com¬ 
munique,  remained  dormant  six  months  later.  The 
“further  study”  promised  for  the  dollar  deficit  in¬ 
curred  through  oil  transactions  did  not  avert  a 
minor  but  sharp  Anglo-American  clash  in  Febru¬ 
ary  and  March. 

American  economic  policy  is  crucial  to  the  solu¬ 
tion  of  the  sterling  problem,  and  the  British  often 
find  contradictions  between  Washington’s  advo¬ 


cacy  of  freer,  multilateral  trade  and  its  practices 
both  at  home  and  abroad.  Can  United  States  ob¬ 
jections  to  British  discrimination  be  reconciled 
with  domestic  subsidies  for  shipbuilding,  shipping 
operations  and  the  production  of  wool  and  syn¬ 
thetic  rubber,  subsidies  which  undoubtedly  curtail 
dollar  markets  for  goods  and  services  in  which  the 
sterling  area  has  real  competitive  advantages?  How 
does  Washington  reconcile  its  farm  price-support 
program — which  Ernest  Bevin  has  called  a  mani¬ 
festation  of  the  welfare  state — with  its  opposition 
to  international  agreements  which  would  do  the 
same  for  cocoa  and  other  primary  commodities? 
How  can  we  reconcile  our  forthright  advocacy  of 
sterling  devaluation  with  our  resistance  to  South 
African  pleas  for  an  increase  in  the  price  of  gold  ? 
How  can  we  reconcile  the  ECA’s  criticism  of 
double  pricing  for  British  coal  with  the  double 
pricing  of  American  steel? 

Moreover,  to  the  British  and  other  Europeans 
the  American  tariff  reductions,  while  welcomed  as 
a  reversal  of  inter-war  economic  policy,  are  re¬ 
garded  as  inadequate  for  the  task  the  United  States 
has  set  for  itself  and  the  world.  The  tariffs  on  pot¬ 
tery  and  textiles,  for  instance,  remain  high.  Nor  is 
the  size  of  the  tariff  or  the  amount  of  the  reduction 
always  most  significant.  It  is  at  least  questionable 
whether  a  reduction  in  the  modest  10  per  cent  duty 
on  British  automobiles  would  harm  Detroit,  with 
all  its  efficiency  and  sensitive  responsiveness  to 
American  tastes.  Yet  such  a  reduction  might  mean 
the  difference  between  success  and  failure  in  the 
British  motor  industry’s  attempt  to  win  a  new 
dollar  market. 

British  memories  go  back  to  the  repeal  of  the 
corn  laws  in  the  nineteenth  century,  the  decisive 
step  which  made  Britain  a  free-trade  nation,  an 
international  creditor  and  the  world’s  leading  im¬ 
porter.  If  the  United  States  is  to  take  the  lead  in 
re-establishing  the  free-trade  pattern,  London  looks 
to  Washington  to  make  a  similar  unilateral  gesture. 
Government  credits  and  the  Marshall  Plan,  mag¬ 
nificent  and  as  unprecedented  as  they  are,  have  one 
decisive  disadvantage — they  are  five-year  plans  for 
twenty-year  problems. 
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The  Political  Scene 

BY  WILLIAM  W.  WADE 

The  election  of  February  25,  which  gave  the 
Labor  party  a  precarious  control  over  the  House  of 
Commons,  represented  a  serious  loss  of  effective 
jxilitical  power.  In  this  practical  sense,  Labor  suf¬ 
fered  a  defeat.  On  the  other  hand,  the  government’s 
five-year  struggle  with  post-war  economic  difficul¬ 
ties,  popular  discontent  with  austerity  and  a  vigor¬ 
ous  Conservative  campaign  were  not  enough  to 
bring  the  opposition  to  office. 

The  election  results  proved  only  that  Britain  was 
a  nation  very  evenly  divided,  and  the  programs 
offered  by  the  two  major  parties  indicated  that  the 
division  occurred  over  who  was  to  wield  power 
rather  than  the  way  in  which  it  was  to  be  used. 
Labor  and  Conservatives  had  each  promised  to  be 
faithful  guardians  of  the  welfare  state;  only  the 
issue  of  more  or  less  nationalization  separated  the 
principal  contestants. 

TWO-PARTY  DRAW 

The  pf)!l,  the  largest  in  British  history,  was  also 
unprecedentedly  close.  The  total  vote  of  28,72^,754 
represented  84  per  cent  of  the  electorate.  The  Labor 
party  won  1^,351,682  votes,  or  46.4  per  cent  of  the 
total;  the  Conservatives,  12,476,636,  or  43.4  per 
cent;  the  Liberals,  2,618,882,  or  9.1  per  cent.  This 
produced  a  House  of  Commons  with  315  Labor 
members,  296  Conservatives  and  9  Liberals.  Two 
Irish  Nationalists  (who  traditionally  boycott  West¬ 
minster)  and  one  Independent  Liberal  were  elected. 
The  nonvoting  speaker  and  one  undecided  contest 
(later  to  go.  to  the  Conservatives)  constituted  the 
final  make-up  of  the  625-member  House. 

Thus  with  a  19-seat  majority  over  the  Conserva¬ 
tives  and  a  9-scat  lead  over  a  possible  combination  of 
Conservatives  and  Liberals,  the  Labor  party  formed 
its  1950  government  —  its  strength  contrasting 
sharply  with  the  146-seat  majority  provided  by  the 
1945  election.  As  anticipated,  the  new  government 
has  had  difficulty  remaining  in  office  with  this 
precarious  control  over  Commons.  Defeated  once 
in  March  on  a  snap  vote  which  did  not  involve  a 
question  of  cf)nfidcnce,  it  survived  a  C'onscrvative 
challenge  on  the  1950  budget  on  April  26  by  a 
vote  of  504  to  299,  a  margin  of  only  5.  Despite  re¬ 
luctance  by  both  parties  to  call  a  new  election  hard 
on  the  heels  of  the  February  23  ccjntcst,  it  was 
widely  expected  that  another  appeal  to  the  voters 
would  be  necessary  before  the  year  was  out. 

The  question  was  whether  a  new  election  would 
break  the  stalemate.  The  last  time  Britain  voted 


twice  in  one  year — in  1910 — there  was  little  appre¬ 
ciable  difference  in  the  results.  Current  speculation 
has  centered  on  the  role  the  Liberal  vote  may  play 
in  the  future.  The  Liberals  put  up  474  candidatej 
on  February  25,  as  contrasted  with  305  in  1945,  but 
lost  3  seats.  Neither  the  financial  position  nor  thi 
morale  of  the  Liberals  is  such  that  they  are  like! 
to  repeat  so  ambitious  an  effort  within  a  shori 
time.  But  guesswork  about  which  way  the  Libera 
vote  might  go  in  the  absence  of  third-party  candi¬ 
dates  has  proved  inconclusive.  The  only  obviou: 
point  is  that  the  Conservatives,  running  behind  th 
Laborites,  must  capture  both  more  votes  and  seat 
from  this  middle  group  than  Labor  in  order  t 
turn  defeat  into  victory. 


POLITICS  VS.  ECONOMICS 

Meanwhile,  the  uneasy  political  balance  does  noi 
contribute  to  the  implementation  of  measure; 
which  will  strengthen  Britain’s  economic  position 
While  retrenchment  at  home  would  appear  to  call 
for  a  reduction  in  the  housing  program,  both  Laboi 
and  Conservatives  find  themselves  embroiled  ir 
controversy  (wer  which  party  can  provide  a  greatei 
number  of  new  homes.  While  the  Tories  call  foi 
reduced  taxation  and  government  expenditure; 
they  assure  the  voters  that  they  will  not  curtail  th 
social  services.  While  Labor  has  many  tasks  befor 
it  in  improving  productivity  in  the  industries  al¬ 
ready  nationalized,  it  is  reluctant  for  political  rea¬ 
sons  to  abandon  the  nationalization  of  iron  an 
steel. 

And  while  both  parties  embrace  the  principle  ol 
lull  employment,  there  remains  the  danger  thai 
mass  unemployment  may  yet  come  to  the  BritisfJ 
economy.  If  Britain  is  unable  to  meet  the  futun 
t'.st  of  selling  its  exports  competitively  in  work 
markets,  then  its  current  level  of  imports  of  f  (x 
and  raw  materials  will  necessarily  be  reduced 
choking  off  the  energy  and  matter  on  which  th 
island  workshop  runs.  If  this  happens,  the  planner; 
lor  want  of  realistic  planning,  will  face  the  evil 
of  unemployment  they  have  so  assiduously  at¬ 
tempted  to  guard  against. 

But  the  danger  is  not  immediate,  and  the  futur 
at  the  moment  seems  brighter  than  at  any  tim 
since  the  end  of  the  w'ar.  It  is  possible — given  fa 
vorah'le  circumstances  abroad — that  Sir  Stafford 
Ciripps  has  made  the  correct  adjustments  whicl^ 
provide  Britain  with  a  reasonable  chance  of  cci 
nomic  survival. 
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